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SUBJECT : UAE PRESIDENT OVERRULES CURRENCY BOARD AND UNSQUEEZES 
CREDIT 

REFS: (A) AD 1558, (B) AD 1665 

1 . SUMMARY: UAE PRESIDENT SHAIKH ZAYID HAS OVERTURNED TWO NEW 
CURRENCY BOARD CREDIT RESTRICTIONS. IF IMPLEMENTED, THESE 
WOULD HAVE SERIOUSLY HAMPERED PACE OF ECONOMIC ACTIVITIES. 
GOVERNMENT POLICIES FOR BANKING SECTOR ACTIVITIES STILT. 

NEED TO BE DEFINED. END SUMMARY. 

2. IN CONTINUATION OF PENDULUM-LIKE UAE BANKING SECTOR DECISIONS, 
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PRESIDENT SHAIKH ZAYID ANNOUNCED JUNE 13 THAT TWO 

SIGNIFICANT CREDIT RESTRICTIONS ADOPTED FOUR 

DAYS AGO AS PART OF THE CREDIT SQUEEZE INITIATED BY 

NEW LOCALLY HEADED CURRENCY BOARD (REF A) ARE TO BE DROPPED 

EFFECTIVE JUNE 14. THESE MEASURES REQUIRED IMPORTERS TO MAKE 

A NON-INTEREST BEARING CASH DEPOSIT OF 25 PER 

CENT ON NEW LETTERS OF CREDIT AND CALLED FOR PAYMENT 
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OF NON-INTEREST BEARING CASH DEPOSITS OF 10 PER CENT 
OF THE TOTAL OF BANK GUARANTEES FOR BID, PERFORMANCE 
AND ADVANCE PAYMENT ON CONTRACTS. IN BOTH INSTANCES, BANKS 
WERE FORBIDDEN TO LOAN CLIENTS MONEY IN ORDER TO MAKE 
THESE CASH DEPOSITS. HOWEVER, RECENT REQUIREMENT THAT 
COMMERCIAL BANKS INCREASE THEIR DEPOSITS FOR FOREIGN EXCHANGE 
WITH THE CURRENCY BOARD FROM 1 PER CENT TO 5 PER CENT REMAINS IN 
FORCE. THIS REQUIREMENT IS TO BECOME EFFECTIVE ON JULY 1. 

3. ROLL BACK OF THESE RESTRICTIONS IS JUSTIFIED BY 
LOCAL PRESS, BANKERS AND BUSINESSMEN AS STATEMAN- 
LIKE ACT NEEDED TO STIMULATE AND ENCOURAGE PRIVATE 
ECONOMIC AND TRADE ACTIVITIES. CERTAINLY. IN A COUNTRY 
WHICH IMPORTS PRACTICALLY EVERYTHING AND WHOSE CON- 
STRUCTION INDUSTRY IS ALREADY ON THE ROPES (REF B), 

ALMOST INSTANT EFFECT OF THESE MEASURES WOULD HAVE 
TO PUT BUSINESS ACTIVITY INTO A REAL NOSE DIVE. 

4. LOCAL CITIZENRY UNIFORMLY BLAME CONFUSED SITUATION ON PREVIOUS 
CURRENCY BOARD MANAGEMENT AND POLICIES. SCAPEGOATING 

HAS CENTERED ON RON SCOTT, FORMER GM OF BOARD WHO, 

ACCORDING TO WELL INFORMED SOURCES, HAS LEFT CURRENCY 
BOARD ENTIRELY (GIVING UP ADVISORY ROLE) AND, IN CAR- 
TOON ON FRONT PAGE OF JUNE 14 AL WAHDA DAILY NEWSPAPER IS SHOWN 
WITH BAGS PACKED "FLEEING THE COUNTRY" ABOARD AIRPLANE. 

5. COMMENT: NEW, INEXPERIENCED CURRENCY BOARD MANAGE- 
MENT IMPOSED OVERNIGHT DRACONIAN SQUEEZE ON CREDIT. 

HAD THESE RESTRICTIONS REMAINED IN EFFECT, RESULT SURELY 
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WOULD HAVE BEEN QUICKLY TO USHER IN ERA OF BANKRUPTCIES, 
FORECLOSURES, AND CONSIDERABLE ILL-WILL IN MASS. FACT 
THAT LOCAL MERCHANTS AND BUSINESSMEN GOT SHAIKH ZAYID 
TO OVERTURN BOARD DECISION SO QUICKLY MEANS THAT THEY WILL NOT BE 
FINANCIALLY SQUEEZED RIGHT NOW. HOWEVER, FEAR OF OVER- 
EXTENSION AND COLLAPSE IN BANKING SECTOR WHICH LED TO INITIA- 
TION OF CREDIT SQUEEZE STILL EXIST AND WE STILL EXPECT 
SHAPING UP OF BANKING SECTOR TO CONTINUE, ALTHOUGH IN 
MODERATED FORM. LESSON TO BE LEARNED IS THAT LOCAL 
POLITICAL AND BUSINESS COST OF ACHIEVING BANKING SECTOR 
NORMALITY MUST NOT BE TOO HIGH OR PRECIPITATELY DE- 
MANDED. FOR ZAYID SIMULTANEOUSLY TO PLACATE HIGH PROFIT 
EXPECTATIONS OF LOCALS AND TO COMPLY WITH BANKING SECTOR 
RATIONALITY WILL BE DIFFICULT TEST. HIS SOLOMON-LIKE 
REPUTATION AND PERHAPS HIS EQUALLY FABLED WEALTH MAY WELL 
BOTH BE CALLED INTO ACTION. 

DICKMAN 
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